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REPORT OF THE COMMITTEE ON PENSIONS 
AND INSURANCE 

Following the report of this Committee, making certain sugges- 
tions and recommendations with respect to the "Comprehensive 
Plan of Insurance and Annuities for College Teachers'' proposed 
by President Pritchett of the Carnegie Foundation, the American 
Association of University Professors was invited to appoint repre- 
sentatives to confer with the Trustees of the Foundation. In 
response to this invitation President Wigmore requested Vice- Presi- 
dent Seligman of this Association and the Chairman of this Com- 
mittee jointly to represent the Association at the annual meeting of 
the Trustees of the Foundation held in New York City on Novem- 
ber 15, 1916. At this meeting the representatives of the Associa- 
tion presented the report of this Committee, which had previously 
been mailed to the several trustees of the Foundation, and urged 
that further consideration be given to the questions raised by the 
report of this Committee. After this meeting the following resolu- 
tion was adopted by the Trustees of the Foundation: 

Resolved: That, for the information of the trustees, the proposed 
new pension plan be referred for study and report to a 
special commission of eleven, to consist of 

Six trustees, to be designated by the chairman, including the 
chairman and the president; 

Two members to be appointed by the president of the American 
Association of University Professors; 

One member to be appointed by the president of the Associa- 
tion of American Universities; 

One member to be appointed by the president of the National 
Association of State Universities; 

One member to be appointed by the president of the Association 
of American Colleges. 

The members of the Commission as designated by the authorities 

named above are as follows : 
From the Carnegie Foundation : 

William H. Crawford 

Samuel B. McCormick 

Sir William Peterson 

Henry S. Pritchett 

WilUam F. Slocum 

Charles R. VanHise 
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From the American Association of University Professors: 

Walter W. Cook 

Henry L. Rietz 
From the Association of American Universities: 

Frank J. Goodnow 
From the National Association of State Universities: 

Clyde A. Duniway 
From the Association of American Colleges : 

Donald J. Cowling 

The Commission held three meetings at the conclusion of which 
it adopted a report, dated April 27, 1917. Copies of this report 
have been placed in the hands of the members of this committee, 
and it is understood that they have also been generally distributed. 

Without attempting to repeat in detail the statements and rec- 
ommendations contained in this report, it may be briefly summa- 
rized as follows: 

(a) Statistics are submitted indicating that "a generation hence'' 
the annual cost of maintaining the existing pension system on its 
present basis, with all retirements taking place at age 65, would be 
$2,226,422. The corresponding amount, assuming retirement at age 
69, would be $1,375,060. The cost of the existing pension system 
for the year ending September 30, 1916, was $570,214.23 and the 
income of the Foundation "available for the pension system'' was 
for the same period $800,322.84.* 

(b) The Commission unanimously adopted the following resolu- 
tions: 

Referring to the resolution of the Board of Trustees of the 

♦This calculation is based on the assumption that the teachers in associated institutions between 
ages 35 and 65 will remain for a generation at their present number — ^2,898 — and that none will 
resign or withdraw until age 65; that death will occur in this group according to McClintock's 
Mortality Table; and that as each withdrawal by death or by reaching age 65 occurs a new member 
will enter the group. It will be observed that this computation throws very little light on the extent 
of the obligation of the Carnegie Foundation to those teachers now in associated institutions, in 
the event that the present pension plan is maintained as to them, but discontinued as to teachers 
who may hereafter enter associated institutions. Upon the assumption made by the report of the 
Commission — ^pp. 5, 6, 7 — of conditions that would obtain in a stationary or life table population, 
a much greater number would reach the pensionable age than is now the case with the present distri- 
bution in which there is a great preponderance of young men. Even if it be assumed that the present 
distribution will not continue to be the law of future distribution, the present load of carrying 
pensions 25 or 30 years hence would not be so great as in a stationary population since the present 
excess of income may be accumulated to meet the future increase in number of pensions. 

The assumption of the stationary population applied to the teaching profession assumes that the 
only thing which causes gaps in the ranks of teachers when they grow older is death, whereas as a 
matter of fact many leave the profession for other occupations. While this factor cannot be deter- 
mined with mathematical precision, it is nevertheless an important element which tends to reduce 
materially the total extent of the obligation of the Carnegie Foundation to teachers now in asso- 
ciated institutions as indicated by the computation on p. 7 of the report of the Commission. 

— H. F. S. 
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Carnegie Foundation, adopted in November, 1915, that ^'whatever 
plan is finally adopted will be devised with scrupulous regard to 
the privileges and expectations which have been created under 
existing rules," this Commission expresses the opinion that the 
extension to all teachers at present in the associated institutions of 
the privilege of continuing in the present system would completely 
meet all their reasonable expectations. The Commission assumes 
that the Trustees of the Carnegie Foundation will in due time 
announce a date after which the privilege and expectations of the 
present system will not be available to those newly entering upon 
the profession of teaching. 

That the Trustees of the Carnegie Foundation be requested to 
give all possible consideration to the needs of the older teachers in 
institutions which are not yet, but may later be, associated with 
the Foundation. 

The Commission does not know the extent to which assistance 
can be obtained outside the present funds of the Foundation, 
but it is acting on the expectation of substantial assistance in 
carrying a large but hmited load, and with the further under- 
standing that adequate assistance cannot be obtained to carry the 
ever increasing pension burden without calling upon institutions 
and individual teachers to bear a share. 

(c) The Commission adopted a resolution recommending the 
establishment of a scheme of insurance open to teachers in all 
colleges and universities in the United States and Canada, parti- 
cipation in which by the individual teacher is to be voluntary or 
compulsory as the institution with which he is connected may 
determine. Premium payments may be made wholly by the indi- 
vidual or may be contributed to by the college or university, the 
method and extent of the contribution presumably to be deter- 
mined by such institutions themselves. It is further recommended 
that the plan be put into operation through the medium of an 
insurance company to be organized as a stock company, the owner- 
ship of the stock to be equally divided between the Carnegie 
Foundation and five trustees, three chosen by the American Asso- 
ciation of University Professors, one by the Association of American 
Colleges, and one by the Canadian Universities. These stockholders 
are to choose a self-perpetuating board of thirteen trustees and 
transfer the stock to them. 

(d) The Commission adopted as a whole and recommended to 
the Trustees of the Carnegie Foundation the plan of insurance 
and annuities embodied in a memorandum set forth in the report. 
This memorandum provides in substance for the organization of an 
insurance corporation under the laws of the State of New York 
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with a stock capital of $500,000, with a combined capital and 
surplus to be furnished by the Carnegie Foundation of $1,000,000. 
This corporation is to be under the management and control of a 
self-perpetuating board of trustees selected in the manner already 
indicated. The by-laws of the corporation are to provide for 
a policy-holders' committee of five with power to make a full 
annual investigation of its affairs and to report their findings 
and recommendations to the corporation and the policy-holders, 
the expense of such investigation and report to be borne by the 
corporation. The overhead expense of the corporation is to be 
paid from income of the capital and surplus and if this is not 
sufficient the deficiency is to be made up by the Foundation. The 
company is to issue two classes of policies: (1) Term insurance 
expiring at age 65; (2) Deferred annuity policies, payments on 
which to the policy-holders are to begin at age 65. Policies are 
to be issued upon medical examination of the applicant up to 
$25,000 each and without medical examination to members of 
groups up to $10,000 each. Premiums are to be computed on the 
basis of the American Experience Table at 3| per cent interest. 
'^ Profits'' or accumulated surplus beyond the amount deemed by ac- 
tuaries necessary additions to surplus are to be distributed to policy- 
holders in cash or paid up insurance at the end of five year periods. 
The Carnegie Foundation is to guarantee to the company the 
receipt of 4^ per cent on deferred annuity premiums although the 
company is to make no contract to this effect with the policy- 
holders. Other details of the plan, many of which are important but 
not especially pertinent to this report, are not referred to here, 
but may be found in the original report of the Commission, — also 
in the annual report of the President of the Carnegie Foundation. 
It is understood that the Trustees of the Carnegie Foundation 
have adopted the report of the Commission with, however, one 
noteworthy modification. The resolution of the Commission 
adopted in December, 1916, and already referred to expresses 
the opinion that the extension to all teachers *^at presenV^ in 
associated institutions of the privilege of continuing in the present 
system would completely meet all their reasonable expectations. 
We are informed, however, that the Trustees of the Foundation 
have notified all associated institutions that the privilege of teachers 
in associated institutions under the present rules will not extend 
to those entering those institutions after November 17, 1915. 
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President Pritchett has requested President Thilly of this Asso- 
ciation to arrange for the appointment of three representatives 
of this Association to act as trustees to receive one-half of the 
stock of the proposed insurance corporation and to participate 
in the election of a permanent board of trustees of the corporation. 
President Thilly has referred the report of the Commission to this 
Committee with the request that it consider the report and formu- 
late recommendations to be presented to the Council of our Asso- 
ciation. 

At the outset it is to be noted that the plan of insurance rec- 
ommended by the Commission has eliminated many of the features 
of the plan originally proposed by President Pritchett to which 
objections were raised, some of which were mentioned in the original 
report of this Committee. 

Apart from questions raised by our former report, which we 
consider of primary importance, the proposed plan for insurance 
and annuities for college teachers (assuming its actuarial soundness) 
appears to us to be on the whole well adapted to the needs of 
members of the teaching profession, and we believe that if placed in 
successful operation and participated in generally by college 
teachers of the United States and Canada, it would prove beneficial 
to the policy-holders. There are undoubtedly features of the 
plan to which objection may fairly be raised and we believe that if 
carried into operation experience will indicate that the plan should 
be modified in some of its details. These, however, do not seem to 
us of sufficient importance to justify disapproval of the plan, pro- 
vided the questions raised by our original report can be satisfactorily 
disposed of, and provided further that a more satisfactory method 
of control of the proposed insurance company is adopted. 

In our original report we recommended that a statement showing 
the details of operation of the proposed plan of insurance be pre- 
pared and submitted to a committee composed of representative 
teachers and of representatives of some recognized organization of 
actuaries, such as, for example, the Actuarial Society of America. 
President Pritchett's report presenting the Comprehensive Plan 
of Insurance and Annuities stated that a committee had been 
appointed by the Actuarial Society of America to pass upon the 
actuarial problems of the plan and a similar statement is made by 
the report of the Commission with respect to the insurance plan now 
proposed. 
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It does not appear, however, that either the original plan or 
the modified plan which this Association is now invited to endorse 
and carry into operation through the action of its representatives 
has ever been submitted to this committee or to the scrutiny of any 
other independent body of actuaries. While it is stated that the 
plan has been submitted to and has been approved by the Insurance 
Department of the State of New York, it should be remembered that 
the primary concern of the Insurance Department is to ensure 
compliance with the law of the State. Experience has shown that 
insurance departments do not infallibly protect policy-holders from 
unwise and unsafe schemes of insurance. This plan, involving 
as it does insurance of groups for long periods of time, without 
medical examination, and subject to the untested hazards of anti- 
selection on the part of the particular group proposed to be insured, 
presents novel problems. There is comparatively little recorded 
experience of value available for their solution. Many of the 
questions which will arise have to do with the selection of risks 
by certification and could no doubt be submitted to actuaries and 
passed upon by them after the organization of the insurance com- 
pany. There are, however, other considerations which lead us to 
urge that such actuarial study and criticism should precede the final 
adoption and recommendation of the plan by our Association. 

An important element in the success of any new plan of insurance 
is confidence in its soundness on the part of its prospective patrons. 
The proposed plan of insurance is now offered to the teachers of 
the country, who with respect to the existing pension plan of the 
Foundation have just had opportunity to observe the unfortunate 
consequences of embarking on a scheme of pensions which is actu- 
arially defective. They are invited to invest their savings in the 
proposed plan in an amount which will ultimately be many times 
greater than the $1,000,000 combined capital and surplus with which 
the company will begin business. In order, therefore, that the pro- 
posed plan may command the confidence of the teachers who are 
expected to become its policy-holders and as a matter of ordinary 
business precaution we renew our recommendation that the proposed 
plan be submitted to an independent body of actuaries, and their 
criticisms and suggestions invited, and that this action be taken as 
a preliminary step to the adoption of the plan and to the organi- 
zation of the proposed insurance company. The position of 
our Association with respect to the plan is plain. We are in- 
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vited to participate in the organization of a corporation which 
is to inaugurate a definite plan of insurance, and by so doing we 
inferentially endorse the plan and invite our members and their 
colleagues throughout the United States and Canada to invest 
their savings in it. It is clear that as prudent men we cannot do 
this until we have had the aid of the most expert and disinterested 
advice available and on the basis of such advice are able to give 
assurance that the plan is safe and feasible as well as attractive when 
judged alone by its anticipated results. 

The merits of the proposed insurance plan are an important 
consideration, but of greater immediate importance and concern to 
the teachers of the institutions associated with the Carnegie Foun- 
dation is their own relationship to the existing pension plan of the 
Foundation, on which they have heretofore placed their reliance 
in making provision for the future and in settling their individual 
insurance problems. 

In our earlier report we pointed out the grave moral obligation, 
both toward individuals and institutions, resting on the Carnegie 
Foundation to meet the just expectations of teachers now connected 
with the associated institutions. We made the specific recom- 
mendation **That the Foundation should assume no new function 
until its present obligations both moral and legal are examined 
with precision and provision made explicitly for meeting these 
obligations.'' It is only fair to the Commission to state that this 
was a subject not submitted to it by the resolution of the Trustees 
of the Foundation, creating the Commission, but we have no 
doubt that the Commission had a similar object in view when it 
Adopted the resolution already quoted, in which it expressed the 
opinion 'Hhat the extension to all teachers at present in the asso- 
ciated institutions of the privilege of continuing in the present 
system would completely meet all their reasonable expectations.'* 

It may be doubted, however, whether the data presented by 
the report of the Commission afford a sufficient basis for deter- 
mining with precision the extent of these obligations to teachers 
now in associated institutions. That no provision is made explicitly 
for meeting them appears from the resolution of the Commission 
(p. 8), "That the Commission does not know the extent to which 
assistance can be obtained outside the present funds of the Foun- 
dation but is acting on the expectation of substantial assistance in 
carrying a large but limited load." What the basis of this expec- 
tation is does not appear. 
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In SO far as action changing the unsatisfactory status of teach- 
ers now in the associated institutions is not anticipated, their 
expectation will not be affected, but it would seem that, in view 
of the language of the present rules and the purposes of the Founda- 
tion, the teachers in associated institutions might now reasonably 
expect, before the diversion of funds of the Carnegie Foundation to 
other objects, to be given the advantage of such changes in the 
rules of the Foundation as will remove the unfortunate uncertainty 
of the present situation of all teachers in associated institutions. 
The Commission has voted (p. 10) that "The man of thirty who 
participates in a pension plan under which he expects an annuity 
thirty-five or forty years in the future will take some risk of 
disappointment in accepting any arrangement less secure than 
a contractual one/' Moreover, the whole tenor of the report 
of the Commission and of , President Pritchett's report on ''A 
Comprehensive Plan of Insurance and Annuities'' is a condem- 
nation of the non-contractual pension. Nevertheless the alter- 
native now offered to teachers in service is either continuation in 
a system which lacks what the Commission regards as funda- 
mental principles of a sound pension system or their abandonment 
of the present system and participation in the new system with 
the consequent forfeiture of their present just expectations, which 
if they are to be realized, now have a substantial money value. 

We believe that a far more just and satisfactory disposition of 
the cases of all teachers now in service could have been provided 
by giving to each teacher a contract with the Carnegie Foun- 
dation guaranteed by the Carnegie Corporation, or other definite 
assurance that the Foundation will pay pensions on the present 
basis to teachers now in associated institutions. An alternative 
arrangement could be effected by the Foundation by ascertaining 
the present value of the expectation of a pension of every teacher 
now in service in an associated institution, on the assumption that 
that expectation is to be met, and purchasing for each teacher, 
with such present value, a participation in the proposed new plan 
of annuities and insurance and making definite provision for meeting 
his premiums until age 65, so long as he is employed in an asso- 
ciated institution. 

But whatever plan for meeting the just expectations of teachers 
now in service is adopted, we believe that we are serving the best 
interests of the American college and university teachers and of the 
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Carnegie Foundation as well, by renewing our recommendation 
that before assuming any new function the Foundation examine 
with precision its obligations to teachers now in service and make 
explicit provision for meeting these obligations. We do not 
believe that the spirit of this recommendation can be fulfilled by 
any arrangement which does not make these obligations contractual 
in character or at least make definite and authoritative announce- 
ment that, to the extent of the financial resources of the Founda- 
tion and of the funds available to it, these obligations will be ful- 
filled as they mature. It is also our opinion that our Association 
cannot with propriety and with proper consideration for the rights 
of its members, who are teachers in associated institutions, partic- 
ipate in the establishment of any insurance plan involving a diver- 
sion of the funds available to the Carnegie Foundation from its 
present pension plan until all its existing obligations have been 
definitely ascertained and provided for. 

Another feature of the report of the Commission which presents 
difficulties is the method of control of the proposed insurance 
company by a self-perpetuating board of trustees. It is quite 
natural and proper that the Carnegie Foundation, which proposes 
to contribute $1,000,000 to the capital and surplus of the new 
company, should desire to participate largely in its management. 
Ultimately, however, if the plan succeeds, the contribution of the 
Foundation will constitute only a small proportion of the assets 
of the Corporation, which will be mainly contributed in the form 
of premiums by the great body of teachers of the United States 
and Canada. Doubtless many teachers will, for all practical pur- 
poses, be compelled to participate in the plan, and some of them 
may well feel that it is arbitrary and unjust to be forced to entrust 
their life savings to a corporation in whose control they have no 
voice. 

Moreover, if the history of life insurance in this country has 
taught any lesson it is that self-perpetuating boards of directors 
of life insurance companies are likely to become sources of distrust 
and discord on the part of policy-holders and that they afford 
opportunities for mismanagement of the large financial affairs of 
insurance companies, for which mutualization has proved to be the 
only corrective. It is true that the mutualization of insurance 
companies seldom transfers control from boards which have con- 
trolled them before this change in organization; but the vesting 
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of the potential power of control in the policy-holders undoubtedly 
exercises a restraint on those in actual control and gives to policy- 
holders an influence in the corporate management which they 
otherwise would not possess. One of the most serious problems 
of insurance company management in recent years has been pre- 
sented by the difiiculties of effecting the successful mutualization 
of companies organized as stock corporations, control of which it 
has been found desirable to transfer to the policy-holders. 

It is, we think, inevitable, whatever the precise form of the 
control adopted, that the Carnegie Foundation should wield a 
great influence in the affairs of the new insurance corporation. 
The exigencies of death and retirement of the members of a self- 
perpetuating board of trustees might in a comparatively short time 
place the absolute control of the company in the hands of a board, 
and of executive officers, who are also members of the governing 
board of the Foundation, or are virtually selected by that body. 
Such an outcome would, in this Committee^s opinion, be sure to 
create dissatisfaction and antagonism on the part of policy-holders, 
and would be gravely prejudicial to the success of the undertaking. 
The only certain way to preclude this possibiUty is to make the 
board of trustees representative of, and directly responsible to, 
the policy-holders. 

It is, in any case, of fundamental importance that the new 
insurance corporation be so organized as to lend no color to 
the beUef that it is being used to strengthen the influence of 
the Carnegie Foundation upon the educational policies of individ- 
ual institutions. The Foundation has for some years assumed a 
certain censorship over methods of education and of administra- 
tion, and has not hesitated to condemn or commend the actions of 
particular colleges and universities, in accordance with the views 
of its president and governing body. We think it most wholesome 
that there should exist such an independent institution with the 
capacity and inclination to act as a disinterested investigator and 
critic of our educational establishments. But we think it of far 
greater importance to the free development of education that the 
criticism and advice of such an institution should be supported 
only by the influence to which their merit entitles them. It is 
essential, in the interest both of the Foundation and the insurance 
corporation, that there be neither the reality nor the appearance 
of any interlocking of the two bodies. Any possibility of the 
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employment of the insurance corporation to exercise pressure 
upon institutions in favor of any educational program or policy 
should, we believe, be completely and conspicuously excluded. For 
this reason, again, we urge the advisability of adopting before the 
company begins business some suitable plan for its ultimate gradual 
mutualization. This would, we think, be desirable, even though 
the Carnegie Foundation should think it proper to reserve the 
right to withdraw its contribution to the company as a condition 
precedent to mutualization. The adoption of such a plan at the 
outset of its business career will not only inspire confidence among its 
prospective policy-holders but will safeguard it from the embarrass- 
ments and dangers which experience has taught are at least possible 
in the case of companies managed by self-perpetuating boards. 

In conclusion, and before repeating specifically our recommen- 
dations, we wish to express our appreciation of the efforts which 
have been so unselfishly devoted to the solution of this important 
problem and our belief that they will lead to the establishment of 
a system of insurance and annuities which will be of great benefit 
to the college and university teachers of America. We believe 
that the adoption of the recommendations embodied in this report 
will avert some serious dangers to the success of the plan and in all 
probabiUty ensure its permanent and steadily growing usefulness. 

As requested by the President of the Association we formulate 
our views and recommendations as follows: 

1. We believe that the plan of insurance as proposed by the 
Commission, if actuarially sound, is well adapted in its general 
features to meet the needs of teachers in American universities and 
colleges, although we beUeve that experience will indicate that 
the plan should be modified in some particulars. 

2. We recommend that this Association do not appoint represen- 
tatives to participate in the organization of the proposed insurance 
company until there is substantial compliance with the conditions 
hereinafter enumerated. 

3. We recommend that the American Association of University 
Professors express its approval of the plan and co-operate in launch- 
ing it, when the following conditions have been satisfied: 

(a) That before taking any steps toward the organization 
of the proposed insurance company and before the diversion 
of any funds available to the Carnegie Foundation, to the 
purposes of the proposed insurance company, the present 
obUgations of the Foundation, both legal and moral, be ex- 
amined and determined, so far as is practicable, with precision 
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and definite and binding assurances be given by the Carnegie 
Foundation or some other responsible body that provision will 
be made for meeting those obligations to the extent of the finan- 
cial resources of the Carnegie Foundation and of any funds 
available to it. 

(b) That the proposed plan of insurance together with a 
comprehensive statement of its prospective operation be sub- 
mitted to an independent body of actuaries for study, and its 
criticism and suggestions invited. 

(c) That the proposed plan of insurance be so modified that 
in the organization of the proposed insurance company suitable 
provision be made whereby within a reasonable time, if not 
immediately, the power to elect the company's trustees or 
directors shall be vested in the policy-holders, in proportion 
to their contribution to the financial resources of the Insurance 
Company, and that they shall have authority to vote in per- 
son, or by proxy, at all meetings for the election of directors. 

The Committee reserves the privilege of bringing to the attention 
of the Association other matters germane to this subject or supple- 
menting the foregoing recommendations when such action seems 
desirable. 
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